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SUMMARY  OF  RECOMMENDATION 

Joint  Interim  Subcommittee  No.  3  recommends  that  the 
49th  Montana  Legislature  consider  enacting  LC  9 ,  a  bill 
creating  a  six-member  Pension  Policy  Commission  to 
assist  the  Legislature  in  decisionmaking  concerning 
public  employee  retirement  plans.  Under  this  proposed 
legislation,  the  Pension  Policy  Commission  will 
terminate  June  30,  1989. 
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HOUSE  JOINT  RESOLUTION  NO.  44 

A  JOINT  RESOLUTION  OF  THE  SENATE  AND  THE  HOUSE  OF 
REPRESENTATIVES  OF  THE  STATE  OF  MONTANA  REQUEST- 
ING AN  INTERIM  STUDY  TO  EXPLORE  MECHANISMS  OR  PRO- 
CEDURES TO  ASSIST  THE  LEGISLATURE  IN  DECISIONMAKING 
CONCERNING  PUBLIC  EMPLOYEE  RETIREMENT  SYSTEMS 
AND  REQUIRING  A  REPORT  OF  THE  FINDINGS  OF  THE  STUDY 
TO  THE  49TH  LEGISLATURE. 

WHEREAS,  the  state  administers  nine  public  employee  retirement  sys- 
tems ranging  in  size  from  37,063  to  60  members;  and 

WHEREAS,  the  total  assets  of  these  state-administered  retirement  sys- 
tems exceeds  $675,000,000;  and 

WHEREAS,  numerous  locally  administered  public  pension  plans  exist 
for  which  the  state  defines  the  basic  structure  of  the  plans  and  controls 
the  resources  available  to  local  governments  to  finance  the  plans;  and 

WHEREAS,  little  uniformity  exists  among  the  maze  of  public  pension 
plans  in  such  areas  as  contribution  rates,  benefit  levels,  cost-of-living 
adjustments,  and  eligibility  requirements;  and 

WHEREAS,  financing  of  public  pension  plans  consumes  increasing  por- 
tions of  state  and  local  budgets;  and 

WHEREAS,  a  multitude  of  legislation  is  introduced  each  session  con- 
cerning enhancement  of  pension  benefits,  revisions  in  employee  and 
employer  contribution  rates,  options  for  investment  of  retirement  funds, 
and  other  pension  topics;  and 

WHEREAS,  many  of  these  proposals  require  long-range  fiscal  commit- 
ments and  obligations  at  both  the  state  and  local  level;  and 

WHEREAS,  in  the  past.  Legislatures  have  approved  benefit 
liberalizations  without  adequately  funding  these  changes,  resulting  in  the 
actuarial  unsoundness  of  some  retirement  funds;  and 

WHEREAS,  to  remedy  past  mistakes  and  to  avoid  future  errors,  a 
mechanism  or  procedure  is  needed  to  assist  the  Legislature  in  acting 
responsibly  when  confronted  with  decisions  concerning  public  employee 
retirement  plans. 

NOW,  THEREFORE.  BE  IT  RESOLVED  BY  THE  SENATE  AND  THE 
HOUSE  OF  REPRESENTATIVES  OF  THE  STATE  OF  MONTANA: 

(1)  That  an  appropriate  interim  committee  be  assigned  to  study  mecha- 
nisms or  procedures  to  permit  the  Legislature  to: 

(a)  monitor  and  oversee  the  administration  of  public  employee  retire- 
ment systems,  excluding  the  teachers'  retirement  system; 

(b)  develop  an  expertise  in  the  field  of  public  pensions; 

(c)  adopt  a  comprehensive  and  consistent  pension  policy  for  the  State 
of  Montana;  and 

(d)  review  proposed  legislation  concerning  public  employee  retirement 
systems  between  legislative  sessions. 

(2)  That  the  committee  include  in  its  study  a  consideration  of  creating 
a  permanent  legislative  oversight  committee  on  public  pension  plans. 

(3)  That  the  committee  report  its  findings  and  recommendations  to  the 
49th  Legislature  and,  if  necessary,  draft  legislation  to  implement  its  recom- 
mendations. 
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INTRODUCTION 

Each  legislative  session,  dozens  of  bills  concerning 
public  employee  retirement  plans  are  introduced.  Some 
are  requested  by  retirement  boards  anxious  to  stream- 
line administration  of  pension  plans;  others  are 
proposed  by  retirees  or  active  employees  seeking 
adjustments  in  benefit  levels  or  other  pension 
provisions.  Often  these  bills  are  complex  in  nature, 
involve  substantial  sums  of  taxpayers'  money,  affect 
the  stability  of  retirement  funds,  and  touch  the  lives 
of  hundreds  of  persons  who  are  serving  or  have  served 
the  state  of  Montana. 

In  1983,  the  Montana  Legislature  adopted  House  Joint 
Resolution  No.  44  (HJR  44)  requesting  an  interim  study 
to  explore  mechanisms  or  procedures  to  assist  the 
Legislature  in  pension  decisionmaking.  In  June  of  that 
year,  the  study  was  assigned  to  Joint  Interim  Subcom- 
mittee No.  3.  Under  the  mandates  of  HJR  44,  the 
Subcommittee  was  directed  to  study  ways  to  permit  the 
Legislature  to  monitor  and  oversee  the  administration 
of  most  of  the  retirement  systems,  to  develop  an 
expertise  in  the  pension  field,  to  adopt  a  compre- 
hensive and  consistent  state  pension  policy,  and  to 
review  proposed  pension  legislation  between  sessions. 
In  addition,  the  resolution  required  the  Subcommittee 
to  consider  as  part  of  its  study  the  creation  of  a 
public  pension  oversight  committee. 

This  report  provides  background  information  on  public 
pension  decisionmaking,  reviews  Subcommittee  No.  3's 
deliberations  on  the  topic,  and  summarizes  the 
legislation  recommended  by  the  Subcommittee. 
Additional  information  on  the  work  of  the  Subcommittee 


is  available  through  the  Legislative  Council,  Research 
Division,  Room  140,  State  Capitol,  Helena,  Montana 
59620. 

Several  state  agencies,  retiree  organizations,  and 
public  employee  associations  assisted  the  Subcommittee 
in  its  studies.  In  particular,  the  Subcommittee  thanks 
the  following  individuals  for  their  assistance: 


Lawrence  P.  Nachtsheim,  Administrator,  Public 
Employees'  Retirement  Division 

F.  Robert  Johnson,  Administrator,  Teachers' 
Retirement  Division 

Alton  P.  Hendrickson,  Consulting  Actuary, 
Hendrickson  and  Associates 


I.   BACKGROUND  INFORMATION 

The  following  section  summarizes  information  collected 
by  Subcommittee  No.  3  during  its  study  on  public 
pension  decisionmaking. 

Overview  of  Montana's  Public  Retirement  Plans 

Montana  has  nine  state-administered  retirement  systems 
and  two  locally  administered  retirement  plans.  The 
Public  Employees'  Retirement  Division  of  the  Department 
of  Administration,  under  the  direction  of  the  Public 
Employees'  Retirement  Board,  manages  eight  of  the 
systems:  the  Public  Employees',  Judges',  Highway 
Patrolmen's,  Sheriffs',  Game  Wardens',  Municipal  Police 
Officers',  and  Firefighters'  Unified  Retirement 
Systems,  and  the  Volunteer  Firefighters'  Pension  Plan. 
The  Teachers'  Retirement  System  is  administered  by  the 
Teachers'  Retirement  Division  also  of  the  Department  of 
Administration  under  the  direction  of  the  Teachers' 
Retirement  Board.  The  local  police  retirement  funds 
and  the  fire  department  relief  association  disability 
and  pension  funds  are  managed  in  various  cities  by 
boards  of  trustees. 

The  membership  of  the  retirement  systems,  along  with 
other  provisions  of  the  retirement  plans,  is 
statutorily  defined  in  Title  19  of  the  Montana  Code 
Annotated.  With  few  exceptions,  participation  in  the 
retirement  systems  is  compulsory.  A  description  of  the 
membership  of  each  system  is  contained  in  Appendix  A. 

Except  for  the  Volunteer  Firefighters'  Pension  Plan, 
the  basic  structure  of  the  retirement  plans  is  similar. 


For  example: 

—  Both  employees  and  employers  must  contribute  to 
the  plans  based  on  a  percentage  amount  of  the 
member's  salary.  Employee  contributions  are  made 
through  payroll  deductions;  generally  employers 
make  their  contributions  to  the  retirement  funds 
on  a  monthly  basis.  Each  state  employer  must 
include  in  its  budget  a  request  for  funds  neces- 
sary to  cover  its  contributions  to  the  retirement 
system.  A  local  government  employer  may  levy  and 
collect  annually  a  special  property  tax  to  meet 
its  employer  obligation  if  the  required 
contributions  exceed  the  funds  available  to  the 
local  employer  from  general  revenue  sources. 

—  Each  plan  provides  service,  disability,  and  death 
benefits. 

--  Retirement  allowances  are  paid  monthly  and  are 
exempt  from  state  and  local  taxes. 

—  The  amount  of  a  member's  service  retirement 
allowance  is  calculated  on  a  formula  based  on 
years  of  service  and  salary. 

—  Service  credits  are  portable  among  the  state- 
administered  plans,  permitting  credits  earned  in 
one  system  to  be  transferred  to  another. 

—  All  plans   (except  for  the  firefighters'   local 

funds)  are  subject  to  actuarial  valuations  every 

two   years.    The   purpose   of   these   periodic 

valuations  is  to  determine  the  financial  status  of 

or 
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the   fund,   the  normal  cost,   and  the  unfunded 


accrued  liability. 


However,  within  this  basic  structural  framework,  much 
diversity  exists  among  the  pension  plans  in  such  areas 
as  contribution  rates,  eligibility  for  service  retire- 
ment, and  retirement  benefits.  For  instance,  employee 
contribution  rates  range  from  7.5%  to  6%  of  salary 
while  employer  rates  range  from  18%  to  6%  of  salary. 
Under  some  retirement  plans,  a  member  must  serve  30 
years  to  receive  full  retirement  benefits;  in  another 
retirement  system,  a  member  need  only  accumulate  15 
years  of  service.  Appendices  B  through  D,  outlining 
the  contribution  rates,  eligibility  requirements,  and 
retirement  allowance  formulas,  attest  to  the  diversity 
among  the  plans. 

Pension  Legislation;   1981  AND  1983 

Because  public  employee  pension  plans  are  statutorily 
defined,  each  session  legislators  are  faced  with  dozens 
of  bills  proposing  amendments  to  existing  plans  or 
creation  of  new  retirement  systems.  In  1981,  for 
example,  47  pension  bills  were  introduced  while  41 
bills  were  introduced  in  1983. 

During  the  1981  and  1983  sessions,  nearly  half  (47%)  of 
all  the  pension  legislation  was  introduced  by  request 
of  a  state  agency  or  an  interim  legislative  committee. 
Among  the  21  agency  bills  introduced  in  1981,  the 
Public  Employees'  Retirement  Board  requested  13  bills, 
the  Legislative  Interim  Study  Committee  on  Public 
Retirement  Systems  requested  2  bills,  and  the  Teachers' 
Retirement  Board,  Legislative  Council,  Office  of  Public 
Instruction,  Department  of  Administration,  Department 
of  Labor  and  Industry,  and  State  Auditor  requested  1 
bill  each.  Only  four  agencies  were  responsible  for  the 
20   agency   bills   introduced   in   1983:    the   Public 


Employees'  Retirement  Board  (13  bills).  Teachers' 
Retirement  Board  (5  bills) ,  Department  of  Adminis- 
tration (1  bill) ,  and  Department  of  Administration 
together  with  the  Commerce  Department  (1  bill) .       r 

Administration  of  the  systems,  contributions,  service 
credits,  and  benefits  were  the  most  frequent  topics 
addressed  in  the  1981  and  1983  pension  legislation. 
Table  I  tabulates  the  retirement  bills  according  to  the 
subject  matter  addressed  in  the  legislation. 


Table  I 
Legislation  According  to  Subject  Matter 


No. 

of  Bills 

No.  of  Bills 

in 

1981 

in  1983 

Administration 

11 

8 

Contributions 

9 

7 

Benefits 

7 

13 

Service  Credits 

7 

5 

Membership 

5 

3 

Eligibility 

4 

3 

Investments 

2 

1 

General  Revision 

2 

1 

As  Table  II  illustrates,  most  pension  bills  introduced 
in  1981  and  1983  were  assigned  to  the  House  and  Senate 
State  Administration  Committees  following  introduction; 
however,  several  bills  were  considered  by  other 
committees.  Generally,  those  bills  assigned  to 
committees  other  than  State  Administration  did  not 
solely  concern  retirement  issues  but  addressed  other 
topics  as  well.  For  example,  a  1981  bill  (HB  844) 
providing  for  the  levying  of  a  2%  sales  and  use  tax  to 


support  education,  the  Teachers'  Retirement  System,  and 
the  police  and  firefighters'  retirement  systems  was 
referred  to  the  House  Taxation  Committee.  Occasionally, 
bills  involving  appropriations  received  two  hearings. 
For  instance,  a  1981  bill  (HB  45)  requiring  an  increase 
in  employer  contributions  to  fund  a  cost-of-living 
adjustment  was  first  heard  by  the  State  Administration 
Committee  and  then  referred  to  Appropriations  for  a 
second  hearing. 

Table  II 
Standing  Committees  Assigned  Pension  Bills 


No.  of  Bills 
Assigned   to 
House 
Committee 

No.  of  Bi 
Assigned 
Senate 
Committ 

1981 

lis 
to 

ee 

1981 

1983 

1983 

State  Administration 

36 

28 

20 

25 

Judiciary 

3 

2 

3 

Taxation 

1 

Business  and  Industry 

1 

Local  Government 

4 

5 

1 

Labor 

1 

1 

Education 

1 

1 

1 

Finance  and  Claims 

2 

1 

State  Administration/ 
Appropriations 

2 

2 

Judiciary/ 

Appropriations 

1 

Select  Committee  on 
Economic  Development 

1 

A  review  of  the  voting  statistics  on  pension 
legislation  reveals  some  interesting  patterns.  For 
example,   once   a   pension   bill   is   released   from 


committee,  the  committee's  recommendation,  regardless 
of  whether  it  is  positive  or  negative,  is  rarely 
challenged  on  the  floor.  Among  the  27  pension  bills 
introduced  in  1981  and  1983  that  received  no  committee 
recommendation  or  a  negative  recommendation,  not  one 
adverse  committee  report  was  overturned  on  the  floor, 
and  no  bills  were  "blasted"  out  of  committee  and  placed 
on  second  reading.  Among  the  61  bills  introduced  in 
1981  and  1983  that  received  positive  committee 
recommendations,  the  House  Committee  of  the  Whole 
unanimously  passed  31  bills  on  third  reading;  the 
Senate  Committee  of  the  Whole  unanimously  passed  37. 
Among  the  bills  successfully  enacted  in  1981,  the 
closest  third  reading  votes  were  85  -  12  in  the  House 
and  42  -  8  in  the  Senate.  In  1983,  the  closest  third 
reading  votes  were  51  -  30  in  the  House  and  33  -  17  in 
the  Senate.  These  findings  seem  to  indicate  that  a 
strong  committee  system  is  at  work  when  it  comes  to 
disposing  of  pension  legislation.  Once  a  pension  bill 
is  approved  by  a  standing  committee,  its  chance  for 
enactment  is  extremely  high.  Likewise,  if  a  committee 
disapproves  legislation,  the  Committee  of  the  Whole 
will  follow  suit. 

Some  additional  observations  can  be  made  by  examining 
the  passage  rate  for  agency  bills.  It  appears  that 
agency  bills  have  a  much  better  chance  of  being  enacted 
than  nonagency  bills.  In  1981,  for  instance,  out  of  21 
agency  bills  introduced,  18  were  enacted  for  a  passage 
rate  of  86%.  Similarly,  in  1983,  18  out  of  20  agency 
bills  were  enacted  for  a  passage  rate  of  90%.  In 
contrast,  the  passage  rate  for  nonagency  bills  in  1981 
was  only  42%  (11  out  of  26  bills)  and  67%  (14  out  of 
21)  in  1983. 


These  higher  enactment  rates  for  agency  bills  may 
reflect  the  agencies'  efforts  to  introduce  sound  and 
necessary  legislation.  However,  they  may  also  in  part 
reflect  the  House's  and  Senate's,  and  more  importantly, 
their  standing  committees',  willingness  to  defer  to  the 
judgment  of  retirement  boards  and  administrators  in  the 
area  of  pension  revision.  Moreover,  it  is  likely  that 
this  confidence  in  the  boards  and  administrators  worked 
against  passage  of  nonagency  bills  that  did  not  meet 
with  the  boards'  or  administrators'  approval.  Such 
deference  is  understandable  considering  the  complexity 
of  pension  legislation  and  recognizing  that  pension 
administrators  hold  a  monopoly  on  the  retirement 
statistics  and  actuarial  resources  needed  to  determine 
the  long-range  impact  of  the  bills.  Additionally,  the 
House  and  Senate  State  Administration  Committees,  which 
together  heard  684  bills  in  1981  and  1983  on  topics 
ranging  from  election  laws  to  administrative  procedure 
to  legislative  reapportionment,  were  unlikely  to  have 
the  time  to  carefully  scrutinize  each  piece  of  pension 
legislation  passing  before  them. 

The  Nature  Of  Pension  Decisionmaking 

In  some  respects,  deciding  the  fate  of  retirement 
legislation  each  session  differs  substantially  from 
other  types  of  decisions  that  legislators  must  make. 
For  example: 

--  Pension  bills  are  often  riddled  with  unfamiliar 
terms  and  foreign  concepts  (e.g.,  unfunded  accrued 
liability,  normal  cost,  amortization  period, 
actuarial  valuation,  etc.).  Because  retirement 
systems  are  technically  complex,  some  legislators 
lack  the  expertise  to  make  informed  decisions  on 
pension  bills. 


Pension  decisions  represent  long-range  conunitments 

that  are  often  irrevocable.   Because  the  courts 

have   ruled   that   some   pension   plans   represent 

contractual  agreements  between  an  employer  and  a 

worker,  benefit  enhancements  once  granted  cannot 

be   reduced  or  repealed  for  current  employees. 

Thus  pension  decisions,  "if  not  made  carefully  and 

with   foresight,   can   seriously   threaten   the 

budgetary  stability  of  a  governmental  unit  years, 

4 
even  decades,  later." 

Unlike  most  governmental  programs  that  cannot 
operate  without  proper  funding,  financing  adjust- 
ments to  pension  plans  can  be  postponed  until  a 
future  date.  Because  most  retirement  systems  have 
some  reserves,  a  change  can  be  implemented  without 
concurrent  funding.  "This  represents  an  almost 
irresistible  attraction  for  an  elected  official, 
who  can  always  win  friends  by  giving  in  the 
present,  while  deferring  costs  so  that  someone 
else   —   another   elected   official   or   another 

generation  of  taxpayers  --  will  have  to  face  the 

5 
inevitable  cost." 


Pension  decisions  are  often  precedent-setting. 
Once  a  Legislature  grants  employees  of  one  retire- 
ment system  a  benefit  enhancement,  it  is  likely 
that  employees  of  the  remaining  systems  will 
petition  the  Legislature  for  similar  treatment. 
This  is  known  as  "me-too-ism"  or  the  "leapfrog" 
effect. 

Finally,  legislators  often  are  forced  to  make 
pension  decisions  without  a  clear,  overall  policy 
providing  guidelines  for  judging  the  merits  of 
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legislation.   "Without  a  policy,  pension  growth 
[is]   guided   by   special   interest   pressures, 

resulting   in   some   systems   faring   better   than 

7  .    .  ■         -. 

others." 

Because  disposing  of  pension  bills  presents  some 
special  problems,  several  state  legislatures  have 
created  public  pension  oversight  bodies  to  assist  them 
in  making  decisions  concerning  pension  legislation. 

Pension  Oversight  Bodies 


Currently   20   states   have   active   pension   oversight 

o 

bodies.    A  list  of  these  states  appears  in  Appendix  E. 


Generally,   pension  oversight  bodies  are  created  by 

statute   as   part   of   the   legislative   branch.    Most 

oversight    units    are    composed    exclusively    of 

legislators;    however,    some,    including   those   in 

Illinois,  Massachusetts,  New  York,  Ohio,  Pennsylvania, 

Texas,   West   Virginia,   and   Wisconsin   have   both 

9 
legislative   and   nonlegislative   members.     These 

nonlegislative   members,    often   appointed   by   the 

governor,  may  include  active  or  inactive  members  of 

state  or  local  retirement  systems,  retirement  system 

administrators,  state  or  local  officials,  or  members  of 

the  public.   Some  public  members  may  be  required  to 

have  certain  qualifications  such  as  experience  in  the 

field  of  pension  law  or  actuarial  science. 

One  of  the  key  duties  assigned  to  nearly  all  pension 
oversight  bodies  is  to  review  proposed  retirement 
legislation  and  to  make  recommendations  to  the 
legislature  on  these  bills.  Legislation  may  be 
reviewed  both  during  the  interim  and  the  session.  As 
part  of  the  review  process,   an  oversight  body  may 
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prepare  fiscal  notes  on  bills  reporting  the  cost  of 
implementing  benefit  changes.  Some  states  require  all 
pension  bills  to  be  analyzed  by  the  oversight  body;  in 
other  states,  oversight  units  review  bills  only  upon 
request  of  the  sponsor  or  a  standing  committee.  In 
addition  to  reviewing  pension  legislation,  an  oversight 
body  may  perform  other  functions,  including: 

--  adopting  a  comprehensive  pension  policy  statement 
to  guide  legislators  in  decisionmaking; 

—  conducting  studies  on  state  and  local  retirement 
systems,  recommending  reforms,  and  drafting 
legislation  to  implement  these  reforms; 

—  gathering  data  on  the  state's  retirement  systems, 
including  audit  reports,  annual  financial 
statements,  and  actuarial  valuations; 

—  reviewing  funding  levels  of  retirement  systems  to 
determine  their  actuarial  soundness;     <: 

—  preparing  reports  to  the  legislature  on  particular 
pension  issues; 

—  reviewing  investment  procedures;  and 

—  serving  as  a  pension  information  clearinghouse.  , 

To  assist  in  performing  these  duties,  some  oversight 
bodies  may  employ  their  own  staff  or  contract  with 
consultants  such  as  actuaries;  others  receive  staffing 
assistance  from  existing  legislative  research  agencies. 
To  gather  data  on  retirement  systems,  many  oversight 
units  have  subpoena  power  to  compel  submission  of 
information  and  are  authorized  to  hold  hearings. 
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.  '  II.   SUBCOMMITTEE  DELIBERATIONS 

Subcommittee  No.  3  met  four  times  during  the  1983-1984 
legislative  interim  to  study  public  pension 
decisionmaking.  During  these  meetings,  members  adopted 
a  study  plan,  reviewed  the  structure  and  administration 
of  the  retirement  systems,  identified  problems  involved 
in  pension  decisionmaking,  and  drafted  legislation  to 
address  these  problems. 

The  Subcommittee  began  its  work  on  pensions  in 
September  1983.  At  this  organizational  meeting, 
members  adopted  a  study  plan  outlining  key  questions 
for  the  Subcommittee  to  consider  and  staff  study  tasks 
to  be  completed  to  assist  the  Subcommittee  in  exploring 
these  questions. 

The  Subcommittee's  second  meeting,  held  in  April  1984, 
was  an  informational  session.  Through  staff  presenta- 
tions, comments  by  the  retirement  administrators  and 
board  members,  and  testimony  from  retiree 
organizations,  the  Subcommittee  was  introduced  to  the 
workings  of  retirement  systems.  Members  also  examined 
the  role  of  actuarial  assumptions  in  determining 
funding  levels  for  the  pension  plans.  The  legislators 
spent  much  of  the  meeting  questioning  the  consulting 
actuary  for  the  retirement  systems  on  the  accuracy  of 
these  assumptions.  At  the  conclusion  of  the  meeting, 
the  Subcommittee  directed  staff  to  draft,  for 
discussion  purposes,  a  bill  creating  a  legislative 
pension  oversight  committee. 

In  September  1984,  the  Subcommittee  met  to  discuss  LC 
9,  a  bill  creating  a  pension  oversight  committee. 
Under  the  provisions  of  LC  9,  the  oversight  committee 
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would  be  composed  of  four  House  and  four  Senate 
members.  A  member  would  serve  for  two  years  or  until 
his  term  of  office  ended,  whichever  occurred  first. 
The  oversight  committee  would  operate  as  an  independent 
legislative  body  empowered  to  hire  its  own  staff  and 
contract  for  services.  The  duties  of  the  committee 
would  include  conducting  a  continuing  review  of  state 
and  local  retirement  systems,  monitoring  the  actuarial 
soundness  of  the  retirement  funds,  examining  the 
accuracy  of  actuarial  assumptions,  studying  the  effects 
of  inflation  on  pension  benefits,  and  reviewing 
proposed  pension  legislation  during  the  interim  between 
sessions.  Moreover,  the  committee  would  be  required  to 
prepare  a  report  on  each  pension  bill  introduced  during 
a  legislative  session.  This  report,  to  be  attached  to 
each  pension  bill  reported  out  of  a  standing  committee, 
would  include  a  cost  estimate  for  implementing  the 
bill,  alternative  methods  for  financing  these  costs, 
and  a  statement  of  whether  the  bill  if  enacted  would 
make  the  retirement  system  actuarially  unsound. 

Public  reaction  to  LC  9  was  mixed.  The  retirement 
administrators'  opinion  of  the  bill  was  unfavorable. 
They  felt  that  many  of  the  duties  assigned  to  the 
oversight  committee,  including  monitoring  the  actuarial 
soundness  of  the  retirement  funds  and  examining  the 
accuracy  of  actuarial  assumptions,  duplicated  tiisks 
performed  by  the  retirement  boards  and  other  legis- 
lative agencies  such  as  the  Legislative  Auditor.  One 
administrator  said  that  he  had  envisioned  an  oversight 
committee  limited  to  examining  retirement  legislation, 
unlike  the  proposed  committee  which  would  have  broad 
powers  in  the  administrative  area.  Comments  from 
active  employee  and  retiree  associations  were  less 
critical.    These   groups   expressed   support   for   an 
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oversight  committee  to  develop  an  expertise  in  the 
pension  field  and  to  examine  inequities  among  the 
systems . 

In  an  attempt  to  address  the  concerns  of  the  retirement 
administrators,  the  Subcommittee  made  minor  revisions 
in  the  bill  and  asked  staff  to  return  the  revised  bill 
to  them  for  further  consideration. 

The  Subcommittee  took  a  second  look  at  LC  9  in  November 
1984.  During  the  meeting,  staff  presented  a  fiscal 
note  on  the  bill.  According  to  the  note,  the  cost  for 
operating  the  oversight  committee  for  the  1985-1986 
interim  would  be  about  $121,000.  The  committee's 
operational  expenses  would  be  high  because  I.C  9  would 
create  an  independent  legislative  committee  with  its 
own  budget  and  staff.  Moreover,  the  costs  for  hiring  a 
consulting  actuary  to  assist  in  preparing  reports  on 
introduced  pension  bills  would  consume  a  considerable 
portion  of  the  budget. 

Despite  the  Subcommittee's  revisions  to  LC  9,  the 
retirement  administrators  remained  unhappy  with  the 
proposed  legislation.  During  their  testimony  on  LC  9, 
they  repeated  their  concerns  that  the  bill  would  create 
another  legislative  agency  which  would  duplicate  the 
work  of  existing  oversight  bodies.  One  retirement 
administrator  suggested  scrapping  the  bill  and 
beginning  over.  A  representative  of  the  Montana  State 
Firemen's  Association,  however,  suggested  that  LC  9 
would  be  a  good  starting  point  for  developing  an 
expertise  within  the  Legislature  on  complex  pension 
issues . 
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While  discussing  the  merits  of  LC  9,  Subcommittee 
members  concluded  that  they  were  not  interested  in 
creating  another  agency  to  oversee  the  daily  operations 
of  the  retirement  systems;  rather  they  wanted  a  body 
capable  of  setting  pension  policy  for  the  state.  The 
major  function  of  this  pension  policy  body  would  be  to 
review  legislation  to  ensure  equitable,  consistent,  and 
orderly  development  of  the  retirement  plan,  thus 
avoiding  haphazard  and  undesirable  changes. 

In  keeping  with  these  sentiments,  the  Subcommittee 
amended  LC  9  to  provide  for  appointment  of  a  Pension 
Policy  Commission  consisting  of  four  legislative  and 
two  nonlegislative  members.  The  Subcommittee  felt  that 
inclusion  of  nonlegislative  members  who  had  an  interest 
or  expertise  in  the  pension  field  would  be  valuable  in 
setting  policy  and  evaluating  legislation.  To  reduce 
operating  costs,  the  Subcommittee  attached  the 
Commission  to  the  Legislative  Council  and  eliminated 
the  requirement  that  the  Commission  prepare  reports 
during  the  session  on  all  pension  legislation.  In 
addition,  the  terms  of  the  members  were  extended  to 
four  years  to  give  continuity  to  the  Commission.  The 
Subcommittee  also  agreed  to  sunset  the  Policy 
Commission  in  1989.  Members  felt  that  four  years 
allowed  sufficient  time  to  judge  the  Commission's 
effectiveness;  if  the  Commission  proved  useful,  its 
life  could  be  extended. 

The  Subcommittee  agreed  to  recommend  LC  9  as  amended  at 
the  November  meeting  for  consideration  by  the  49th 
Montana  Legislature.  A  copy  of  the  bill  is  contained 
in  Appendix  F. 
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^  ■  III.   BILL  SUMMARY 

The  following  is  a  section-by-section  summary  of  the 
major  provisions  of  LC  9.  A  copy  of  the  bill  is 
contained  in  Appendix  F. 

Section  1  authorizes  appointment  of  a  six-member 
Pension  Policy  Commission.  The  Commission  consists  of 
two  senators,  two  representatives,  and  two 
nonlegislative  members.  No  more  than  two  legislative 
members  may  be  of  the  same  political  party. 
Appointments  must  be  made  by  the  end  of  the  1985 
legislative  session. 

Section  2  defines  the  terms  of  Commission  members  and 
provides  for  filling  vacancies.  Members  serve  until 
the  Commission  terminates  on  June  30,  1989.  Vacancies 
are  filled  in  the  same  manner  as  the  original 
appointments . 

Section  3  provides  that  the  Commission  may  select  a 
chairman  and  other  officers  from  its  membership. 

Section  4  requires  the  Commission  to  meet  upon  the  call 
of  its  chairman  or  at  the  request  of  any  three  members. 
While  conducting  Commission  business,  a  legislative 
member  receives  compensation  commensurate  to  that  of 
the  daily  rate  of  a  grade  8,  step  2,  classified  state 
employee  (currently  $50.02)  plus  necessary  travel 
expenses.  A  nonlegislative  member  who  is  not  a  state 
or  local  government  employee  receives  $50  a  day  plus 
necessary  travel  expenses.  (The  $50  per  diem  is  the 
same  amount  paid  to  members  of  quasi- judicial  boards 
and  to  members  of  the  Public  Employees'  and  Teachers' 
Retirement  Boards.)    A  nonlegislative  member  who  is 
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also  a  state  or  local  government  employee  does  not 
receive  compensation  but  is  reimbursed  for  his  travel 
expenses.  (No  per  diem  is  paid  to  a  public  employee 
because  it  is  assumed  that  he  will  be  drawing  his 
salary  while  serving  as  a  Commission  member.) 

Section  5  outlines  the  Commission's  duties  which 
include :  .  . 

--  conducting  a  continuing  review  of  the  retirement 
systems; 

--  studying   the   effects   of   inflation   on   pension 
benefits; 

—  reporting  to  the  1987  and  1989  Legislatures  on  its 
activities; 

--  reviewing  proposed  pension  legislation  during  the 
legislative  interim;  and 

—  reviewing  and  preparing  reports  on  pension  bills 
during  the  session. 

Section  6  gives  the  Commission  authority  to: 

—  contract  for  services; 

--  request  assistance  and  data  from  state  and  local 
agencies;  .  , 

--  subpoena  witnesses,   books,   records,   and  other 
documents;  and 

--  hold  public  hearings.  ..  r 
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Section  7  requires  the  Legislative  Council  to  provide 
staff  services  to  the  Commission. 

Section  8  requires  the  Commission  to  meet  during  a 
legislative  session  to  review  all  pension  bills  intro- 
duced on  or  before  the  fifth  legislative  day.  The 
Commission  may  prepare  a  report  on  any  bill  introduced 
on  or  before  the  fifth-day  deadline;  however,  the 
Commission  must  prepare  a  report  on  such  a  bill  upon 
request  of  a  chairman  of  a  comn^ittee  considering  the 
bill.  The  Commission  must  include  in  its  report  a 
statement  on  whether  it  supports,  opposes,  or  remains 
neutral  on  the  legislation  and  a  list  of  reasons  why  it 
took  such  a  position.  The  report  may  also  include  any 
other  relevant  information.  Upon  completion  of  the 
report,  the  Commission  must  submit  it  to  the  chairman 
of  the  committee  considering  the  bill.  This  section 
also  permits  the  Commission  to  meet  to  review  and 
prepare  reports  on  any  pension  bills  introduced  after 
the  fifth  legislative  day. 

Section  9  terminates  the  Commission  on  June  30,  1989. 

Section  10  makes  the  section  providing  for  appointment 
of  the  Commission  and  the  effective  dates  section 
effective  on  passage  and  approval.  The  remaining 
sections  of  the  bill  are  effective  July  1,  1985.  (This 
will  permit  appointment  of  the  Commission  before 
adjournment  of  1985  Legislature;  however,  the 
Commission  will  not  begin  its  work  until  July  1985  when 
its  appropriation  is  operative.) 
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END  NOTES 

Normal  cost  is  the  amount  that  must  be 
contributed  each  year  from  the  time  a  member  1oTns  thj 
retirement  system  to  insure  that  the  value  of  his 
trrftire!       accumulated  by  the  time  he  is  expected 

2 
The   unfunded   accrued   liability   is   the   cost 
funded!""    ''''''"    benefits  that  have  not  been  previously 

.V,  '^^^  .^^^^  ^°''  ^^"-^  section  of  the  report  was 
gathered  from  the  1981  and  1983  Final  StatLes  aSS 
Legislative  Reviews. 

^f  aJ^i^'-^T^    Research  Council  of  Michigan,  A  Survey 

%± ^$^ Pension   Oversight   Bodies   (Detroit":^ Thi 

Council,  1979)  ,  p.  i. i-i-uii:.    me 

V   u   ^ol^f^t  Tilove,  Public  Employee  Pension  Funds  (New 
York:   Columbia  University  Press,  1976),  p.  3, 

^Ibid. 

7 
ra^-H  ^^""l      ^•-  ^^^^^^'       Controlling   Public   Pensions 
(Athens ,  Georgia :   Institute  ot  Government,  University 
of  Georgia,  1982),  p.  7.  diversity 

g 

Pension  Commission  Clearinghouse,  Report  on  State 

Pension  Commissions,  1983  (Washington,  dTcT: Edward  H 

Friend  and  Company,  1984),  p.  l. 

^Ibid. 
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'   '  APPENDIX  A 

MEMBERSHIP 
(Membership  figures  are  for  July  1983) 

Public  Employees'  Retirement  System  (PERS) ;  PERS  is 
the  general  retirement  system  covering  most  state 
employees.  In  addition,  local  governments  may  become 
contracting  employers  under  the  plan  and  make  all 
specified  groups  of  its  employees  members  of  the 
system.  Approximately  75  cities  and  56  counties 
participate  in  PERS.  This  system  has  about  26,785 
active  members;  8,774  inactive  members;*  and  7,164 
retirees.  Among  the  active  members,  10,004  are  state 
employees;  14,384  are  local  government  or  school 
district  employees;  and  2,397  are  university  employees. 
Members  are  covered  by  social  security. 

Teachers'  Retirement  System;  The  following  employees 
are  eligible  for  membership:  teachers,  principals,  or 
district  superintendents;  administrative  officers  or 
members  of  the  instructional  or  scientific  staff  of  a 
unit  of  the  Montana  University  System;  and  persons 
employed  in  an  instructional  services  capacity  by  the 
Office  of  the  Superintendent  of  Public  Instruction,  the 
office  of  the  county  superintendent,  a  public 
institution  of  the  state  of  Montana,  the  Montana  State 
School  for  the  Deaf  and  Blind,  or  a  school  district. 
A±iout  14,243  active  members,  877  vested  inactive 
members,  and  4,665  retirees  belong  to  the  system. 
Members  are  covered  by  social  security. 


*  An  inactive  member  is  one  who  has  an  account  with 
the  system  but  who  is  neither  drawing  a  benefit  or 
currently  contributing  to  the  retirement  system. 
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Judges'  Retirement  System;  As  of  March  2,  1967,  all 
district  judges  and  supreme  court  justices  must  belong 
to  the  system.  It  has  39  active  members,  2  inactive 
members,  and  21  retirees.  Members  are  covered  by 
social  security. 

Highway  Patrolmens'  Retirement  System;  All  members  of 
the  Montana  Highway  Patrol,  including  supervisors  and 
assistant  supervisors,  must  be  members  of  the 
retirement  system.  The  system  has  219  active  members, 
1  inactive  member,  and  126  retirees.  Members  are  not 
covered  by  social  security. 

Sheriffs'  Retirement  System;  Members  of  the  system 
include  elected  or  appointed  county  sheriffs,  under- 
sheriffs,  and  regularly  appointed  and  acting  deputy 
sheriffs.  Membership  includes  599  active  members  and 
49  retirees.   Members  are  covered  by  social  security. 

Game  Wardens'  Retirement  System;  All  state  game 
wardens,  including  warden  supervisory  personnel,  must 
belong  to  the  retirement  system.  The  system  has  96 
active  members,  2  inactive  members,  and  39  retirees. 
The  membership  is  covered  by  social  security. 

Municipal  Police  Officers'  Retirement  System;  Members 
of  the  system  include  police  officers  employed  by 
first-  and  second-class  cities,  as  well  as  those 
employed  by  other  cities  that  choose  to  join  the 
system.  Officers  from  16  cities  are  covered  by  the 
retirement  plan  for  a  total  of  4  50  active  members  and 
343  retirees.  Members  are  not  covered  by  social 
security. 
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Firefighters'  Unified  Retirement  System;  Firefighters 
employed  by  first-  and  second-class  cities,  as  well  as 
those  employed  by  other  cities  that  choose  to  join  the 
system,  must  belong.  Firefighters  from  14  cities  are 
covered  by  the  retirement  plan  for  a  total  of  451 
active  members  and  324  retirees.  Members  are  not 
covered  by  social  security. 

Local  Police  Retirement  Funds;  Officers  employed  by 
third-class  cities  and  towns,  excluding  those  cities 
that  have  elected  to  join  the  Municipal  Police 
Officers'  Retirement  System,  must  belong  to  a  local 
police  retirement  fund.  Officers  in  six  cities  are 
covered  by  local  funds  for  a  total  of  32  active  members 
and  15  retirees.  Members  are  not  covered  by  social 
security. 

Fire  Department  Relief  Association  Disability  and 
Pension  Funds  (Local  Firefighters'  Funds);  Except  for 
those  cities  that  have  elected  to  join  the 
Firefighters'  Unified  Retirement  System,  fire 
departments  of  third-class  cities  and  towns,  consisting 
of  paid,  part-paid,  or  volunteer  firefighters  or  any 
combination  thereof,  may  form  fire  department  relief 
associations.  If  a  department  forms  an  association,  a 
disability  and  pension  fund  must  be  established  and 
maintained.**  Members  are  not  covered  by  social 
security. 


**  Because  no  recent  actuarial  valuation  has  been 
performed  on  the  local  fire  department  relief 
association's  disability  and  pension  funds,  total 
membership  is  unknown. 
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Volunteer  Firefighters'  Retirement  System:  Generally 
volunteer  firefighters  who  are  members  of  fire 
companies  organized  in  unincorporated  areas,  towns,  or 
villages  may  participate  in  the  system.  There  are 
approximately  150  companies  with  about  25  firefighters 
each.  The  system  has  about  362  retirees  collecting 
benefits.   Members  are  not  covered  by  social  security. 
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APPENDIX  C:   ELIGIBILITY  FOR  SERVICE  RETIREMENT 

Age  With  Years  of  Service  Required 


60  with  5  years;  65  regardless  of  years; 
30  years  regardless  of  age 


Early  retirement:   50  with  5  years; 
25  years  regardless  of  age 


TEACHERS ' 


60  with  5  years;  25  years  regardless 
of  age 

Early  retirement:   50  with  5 
years 


JUDGES' 


65  with  5  years 


HIGHWAY  PATROL 


20  years  regardless  of  age 


SHERIFFS' 


55  with  25  years 

Early  retirement:   55  with  20  years 


GAME  WARDENS' 


55  with  20  years 


MUNICIPAL  POLICE 


20  years  regardless  of  age  if  employed 
on  or  before  7/1/75;  50  with  20  years 
if  employed  after  7/1/75 


FIREFIGHTERS'  UNIFIED     50  with  10  years 


LOCAL  POLICE 


Same  as  for  municipal  police 


LOCAL  FIREFIGHTERS'       Same  as  for  firefighters'  unified 


VOLUNTEER  FIREFIGHTERS'   5  5  with  10  years 
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APPENDIX  D:   SERVICE  RETIREMENT  ALLOWANCE 

Formula 
1/60   X   final   compensation   x   years   of  service 


TEACHERS' 


1/60  X  average  final  compensation  x  years  of 
service 


JUDGES 


3  1/3%  X  current  salary  of  office  x  years  of 
service  up  to  15  +  1%  of  salary  for  each  year 
thereafter 


HIGHWAY 
PATROL 


2%  X  final  salary  x  years  of  service  up  to  25  +  1% 
of  salary  for  each  year  thereafter 


SHERIFFS' 


2%  X  final  salary  x  years  of  service  up  to  25  + 
twice  actuarial  equivalent  of  member's  contribu- 
tions made  after  25  years 


GAME  WARDENS' 


2%  X  final  salary  x  years  of  service  up  to  25  + 
actuarial  equivalent  of  member's  and  state's 
contributions  made  after  25  years 


MUNICIPAL 
POLICE 


If  employed  before  7/1/77,  50%  of  highest  monthly 
salary  received  during  last  year  of  employment  + 
1%  of  monthly  salary  for  each  year  of  service  in 
excess  of  20  up  to  maximum  of  60%  of  salary 

If  employed  on  or  after  7/1/77,  50%  of  final 
average  salary  +  1%  of  final  average  salary  for 
each  year  of  service  in  excess  of  20  up  to  maximum 
of  60%  of  salary 


FIREFIGHTERS' 
UNIFIED 


If  employed  before  7/1/81,  and  attained  age  50 
with  20  years  or  more  of  service,  50%  of  monthly 
salary  last  received  +  1%  for  each  year  of  service 
in  excess  of  20  up  to  maximum  of  60%  of  salary 

If  employed  before  7/1/81,  with  10  years  or  more 
of  service  but  not  both  completed  20  years  and 
attained  age  50,  2%  x  monthly  salary  last  received 
x  years  of  service  up  to  maximum  of  60%  of  salary 

If  employed  on  or  after  7/1/81,  2%  x  final  average 
salary  x  years  of  service  up  to  maximum  of  30 
years 
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APPENDIX  D  continued 


Formula 


LOCAL  POLICE 


50%  of  highest  monthly  salary  received  during  last 
year  of  employment  +  1%  of  monthly  salary  for  each 
year  of  service  in  excess  of  20  up  to  maximum  of 
60%  of  salary 


LOCAL  If  attained  age  50  with  20  years   or  more  of   ser- 

FIREFIGHTERS'   vice,  50%  of  monthly  salary  last  received  +  1%  for 

each  year  of  service  in  excess  of  20  up  to  maximum 

of  60%  of  salary 

10  years  or  more  of  service  but  not  both  completed 
20  years  and  attained  age  50,  2%  x  monthly  salary 
last  received  x  years  of  service  up  to  maximum  of 
60%  of  salary 


VOLUNTEER 
FIREFIGHTERS' 


Service  allowance  based  on  amount  contained  in  re- 
tirement fund  and  number  of  retirees 
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APPENDIX  E 
STATES  WITH  PENSION  OVERSIGHT  BODIES 


Arkansas 

Illinois 

Kentucky 

Louisiana 

Massachusetts 

Minnesota 

Nebraska 

Nevada 
New  York 

North  Carolina 

North  Dakota 

Ohio 
Pennsylvania 

Rhode  Island 
South  Carolina 
South  Dakota 
Tennessee 


Joint  Committee  on   Public   Retire- 
ment and  Social  Security  Programs 

Illinois  Public  Employees  Pension 
Laws  Commission  . 

Legislative    Research    Commission 
Subcommittee  on  Pensions 

Joint     Legislative     Retirement 
Committee 


Massachusetts 
Commission 


Retirement 


Law 


Legislative  Committee  on  Pensions 
and  Retirement 

Nebraska  Retirement  Systems 
Committee 

Interim  Retirement  Committee 

Permanent  Commission  on  Public 
Employee  Pension  and  Retirement 
Systems 

House  and  Senate  Committee  on 
Pensions  and  Retirement 

Committee  on  Public  Employees 
Retirement  Programs 

Ohio  Retirement  Study  Commission 

Public  Employee  Retirement  Study 
Commission 

Joint  Committee  on  Retirement 

Retirement  Study  Committee 

Retirement  Laws  Committee 

Legislative  Council  on  Pensions  and 
Retirement 
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Texas  State  Pension  Review  Board 

West  Virginia       Legislative  Conunission  on  Pensions 

and  Retirement 

Wisconsin  Joint  Survey  Committee  on  Retire- 

ment  Systems   and   Retirement   Re- 
search Committee 


Source:  Pension  Commission  Clearinghouse,  Report  on 
State  Pension  Commissions,  1983  (Washington,  D.C.: 
Edward  H.  Friend  and  Company,  1984),  pp.  21  and  22. 
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